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The journal entry would be: 


November 12, 1943 | Debit Credit 
Washer. oH ! ae 
Yom Brown, Capital 
Additional capsret needa 


Meee for his’ personel needs, If the proprietor withdraws $75 cash, his 

is reduced by that amount. Capital, therefore, should be debited $75 — 

sh should be credited because that particular asset was decreased. The -~ - 
entry ape: 


, 
q iY 


ban | February 28, 1944 Debit Credit 


Tom Brown, Capital | Toi OGlL. 4 Teh ee 
be) test ) ale | | 75[ 00 | 
ae Reeaened of aaah by peuenetos.|: Ih | M 


5 ee occurs in an electric cooperative when a new consumer ost 
e8 his (A pegs fee to increase the assets. The total equity of ar 
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Transactions involving withdrawals and contributions present no difficult 
problem. If some asset other than cash is contributed or withdrawn, that 
particular asset account is debited or credited. Instead of crediting or 
debiting capital directly for contributions and withdrawals, bookkeepers prefer 
to open a Personal (or Drawings) account with the proprietor for these changes 
in capital during the accounting period. The balance of this account is then 
closed or transferred to the Capital account at the end of the period. 


3. FINANCIAL STATEMENTS 


One of the chief. objectives of accounting is to facilitate the preparation 

of financial statements, the two most important being the Balance Sheet and the 
Profit and-Loss Statement. The Balance Sheet is a formal statement presenting 
the financial condition of a business at a specified date. It may be defined 
as a formal statement of assets, liabilities, and, capital taken from a double 
entry set of books. The Profit and Loss Statement..explains the changes in 
capital from business operations during a given period of time. It summarizes 
by sources the income. and expenses, of a business during an accounting period, 
which may be a month, a year or any fraction thereof. 

Given a Balance Sheet at the beginning of the eh, a Profit and Loss 
Statement for the period, and a Balance Sheet at the end of the period, one 
who is familiar with these statements should be able to obtain a fairly com- 
plete ae a of any business organization. 


The basis. Hes the eee narae ica of financial statements is the account ing 
- records of business data as contained in the. general ledger accounts, plus any 
adjustments that mey be necessary at the end of the period’, ' The’ naset, liabil- 
ity, and capital account, balances are Shown on the balance sheet, and ‘nee 
changes in capital resulting from business transactions as roppeseneem by ‘the 
income and, expense. accounts, will be reflected on the Profit and Loss Statement. 


hk. INCOME D, EXPENSE ACCOUNTS 


An examination of the books of a small mercantile business will disclose 
that.many of the items relate to income and expenses. In the illustrations 

in Text No. 3, reference to’income and expense was purposely. omitted....Since, 
_ however, the primary motive of any business is to obtaih profits, transoce ae 
which tend to bring about that result must be regarded as vitally important. 


7 Peet 


Of course, such profits in an REA organization are not gained for the 
purpose.of.enriching the owners, but, to make possible a Poet es) in (ae ples 
of . electricity to the consumer members, | 


fereona Ay Oe defined. as, an increase of cantina resulting from Clie Labor 
or services rendered or (2) profits from the sales of stock- -in-trade. “Gains 
from the sale of land or other investments may also be included. 
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An expense may be defined as a decrease of capital incident to business 
operations. Expenses include every cost that a business incurs in connection 
with obtaining income. A few examples will make this clear. 


A proprietor pays out cash ean salaries in the: mone of $40. Since assets 

are diminished we must credit Cash. What is the debit? Inasmuch as decreases 

in assets must be offset by an increase. of assets, a decrease of liabilities or 

a decrease of capital, we have three kinds of debits to select from. No asset 
involved in the balance sheet has been increased; no liability has been decreased. 
The result, therefore, is a decrease in “capital for a service received. One 
possible way of journalizing this transection would be: 


Capital . : $4.0 
Cash | $4.0 
Amount paid for salaries. 


Other decreases in capital which might be handled in the same manner are 
interest, rent, insurance, taxes, etc, Notice that in all these cases we part. 
with something of value without any tangible return. .The benefit gained is in’ 
the nature of services and since services received cannot be treated as assets 
(property rights) any more than the’ proprietor's skill, kmowledge or health, 

the only thing that can be done is to reduce capital. 


Take another example: A proprietor who. operates a store ebeaine for another 
company an order of goods and receives a commission of $100 for his services. 
The commission received is an increase of capital representing income as a 
result of services rendered, The journal entry could be: 


Cash | | $1.00 | 
Capital $100 
Commission received for order. 


Interest on loans receivable, rental from buildings owned, and dividends 
received on stock owned are sources of income and may be treated in a similar 
manner, i.e., capital directly to capital. 


The important purpose of the Capital account, however, is to show the net’ 
increase or decrease of wealth over a given period of time. It is true that 
if we debit the proprietor's Capital account for expenses and credit it 

for income, as above indicated, the net income or net loss for the period 
could be determined by comparing the balance of the Capital account at’ the 
beginning of the period, and taking into consideration any withdrawals or 
investments of capital. Furthermore, it is true that the ledger would be in 
balance and the assets, liabilities, and capital would be accurately stated. 
The serious objection to this procedure is that although the Capital account 
would show whether the business was making or losing money, it would not show 
the causes that resulted in net gain or net loss, unless the account were 
analyzed and all the different items of income and expense classified. 


Text No. 4 


Obviously, to record all.inecome and expense items in one account would 
involve an undue amount of time and effort in preparing an enalysis. 
Accounting makes provision for .an.orderly and self-explanatory procedure 
by which the bookkeeper debits expense accounts or credits income accounts 
with appropriate titles indicating the causes of the decreases or increases 
in capital. Thus, when money was spent for salaries and when commission 
was received in the previous examples, entries would be: 


, __ March 15, 19h4 _ Debit Credit 


: Salaries oe eas LO}0078: 
Cash py ai ae *.'$ 40.00 
Salaries paid for the week Shh ss 
: Cash } | : 100.00 :: 
: Commission Income 33 100,00 


: Earned on order secured for Blank Co. 


The first entry indicates that capital has been decreased by the amount 
paid out for salaries; the second, that capital has been increased by 
the amount of commission received. These are posted to general ledger © 
accounts as indicated. . , | 


At the close of an accounting period all the income and expense account 
balances such as Salaries, Commission Incone, Rent, Taxes, Interest, etc. 
are transferred to an account entitled "Profit and Loss." The Profit and 
Loss account then discloses a summary of ell the income and expense items. 
This account indicates the effect upon capital of business operations for 
the period, and the balance is transferred to the Capital account, The 
entire procedure may be illustrated by diagram as follows: 


‘Ail Tom Brown, Capital 
: Balance $1, 000 


: Net Profit 60 
roe Bi z 
Fo 


va 


Salaries A Commission Income 
POO gy igs t oot :__/8100 

as 3 om ie hale 

ry ka ae nf 
(And other expense (And Cther income 
accounts showing. : 4 accounts showing . 
decrease of capital) _ Profit and Loss _ ~ increases of capital) _ 
“A Sho ve $100 -~ iy , 


7 
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not Mie ‘use. toe tie beorit and Hee iecobnk ‘but that expente and. 
ts are closed directly ‘to capital, or ‘perned Surplus" as it is 
A knowledge. of the "profit and loss". method is essential, however, 
t is a fundamental step which is understood Fyne a not employed 
a in the REA Pernt tne eS 


the remainder of this course we shall refer to the expense and 
. accounts as nominal accounts and to the asset, liability, and capital 
ts as real accounts. The word "nominal" in an accounting sense is 


o6 Payable, Ganieat’ etc. indicate real, permanent, and independent assets 
abilities. Nominal accounts, on the other hand, are of a temporary nature 
exist only during the accounting period, at the end of which they are trans- 
ed or closed to the Profit and Loss summary account. The net balance, 

ther a profit or loss, is transferred from the: Profit and Loss account to the 
tal account. The real accounts are also called balance sheet accounts 

use ‘they always appear in the Balance Sheet; and the nominal accounts are 
called the Profit and Loss accounts since they appear in the Profit and 
atement. The technical meaning of the words "real" and "nominal" should . 


understood Since these terms aro meccty used in bookkeeping and accounting ae But 
actice. ‘leas 
ei] ; ; Viole : Z if Rey 


Beton Pri, real accounts (eadet! liability, or Petey, and nominal 
ounts (income or expense). In practice, however, it is not So easy to 

cate accounts into two clearly defined groups--real . and nominal. . ‘Frequently 
: ‘count contains data that must be regarded as partly real and partly nominal, 
Before financial statements can be prepared, these elements ‘mist be segregated 
der that the real element may be reflected in the Balance Sheet and the 
‘hee element in the Profit and Loss Statement. After the accounts are ad- ae 
e however, they become either real accounts or nominal» accounts. ea a vem 


nple, suppose that’ a merchant. rents a arene paying $150 in advance ah u a 
aot to occupy the building for one month. .The journal entry would — 


Merch 31, 1046 | Debit Credit | 
| mamiey | 150) 00 | ; 

‘A le ina | | re 150! 00 | 
‘ Poynent of rent for month of April. | | ie We | 


ean 


rid 
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Theoretically, the Rent account may be regarded for the time being as an 

asset account. Inasmuch as the one month's rental privilege is equal in value 

to the cash paid out, this-transaction may be viewed in the first instance as an 
exchange of assets. Cash goes out and another esset represented by one month's 
rental privilege is acquired, But as.each day passes, © part of the occupancy | 
privilege (asset) expires and at the same time an expense accrues by reason of 
the service received (use of building). In other words, the nominal element in 
the account grows from day to day while the real element diminishes in value, 
although it may not be practicchle or expedient to record this fact. By the end 
of the month all the asset value has been expended and the Rent account becomes . 
a true nominal account. Therefore, at any time between the first end last day 

of the month, the Rent account becomes a true nominal account. Therefore, at 

any time between the first and last day of the month, the Rent account contains — 
two elements: unexpired rent (asset) and expired réht (expense). Unexpired rent. 
is the real element and the expired rent is a nominal element. An account, 
therefore, is a mixed account as soon as it begins to reflect two different 
elements. ' 


Meny other accounts reflect mixed elements and are reduced during the period 

of business operations in the same manner as the Rent account was reduced. 

The asset valuo may be completely expended or only partially expended as the 
result of operations. If partially expended,. it will be necessary at the 

close of-an accounting period to reduce the account into its elements by an 
adjusting entry in order that ecch element may be transferred to the appropriate 
account for statement purposes. This characteristic is not confined entirely to 
asset accounts, 


Inasmuch as the books seldom show either strictly nominal accounts or real 
accounts except immediately efter the books are adjusted and closed, it would 
seem logical to classify accounts as mixed accounts as soon as they begin to 
disclose both real and nominal elements. However, it is customary for 
practical purposes to speak of an account as real, or primarily real, if the 
real element is of greater significance; nominal, or primarily nominal, if the 
nominal characteristic predominates. 


7. ADDITIONAL GENERAL RULES ee AND CREDIT 


Increases. in expense items are debits because they are in reality decreases of 
capital, and increases in income are credits because, they are. in fact increases. 
of capital. . The accounting rule of debit and credit, of course, remains un-. 
changed but instead of stating that, a certain item is debited because it is an 
expense and that an expense is a decrease in proprietorship, we may expand the 
rule by recognizing that expense items are normally debits and income items are _ 
normally credits. The general rules of debit and credit may be stated. 

as follows: 


DEBIT: Increases of Assets CREDIT: Decreases of Assets 
Decreases of Liabilities . Increases of Liabilities 
Decreases of Capital Increases of Capital 
Expenses HS Income 
‘Deductions from Income’ Other Income 
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Therefore, all asset and expense All liability, capital, and income 
accounts are: Sith UBC COUT LE Ere Love Nhs Moet Sh) ne un as ee 
Increased on the: Decreased on the .  .. Decreased on the: Increased on the 
left side by : right side Doe LOM rg, left side by . : right side by 
debits and have : credits i ey th “debits ; credits and have 
debit balances : Af : credit balances 


8. ILLUSTRATIVE TRANSACTIONS 


The ledger established in the name of Dan Ross (see Text No. 3) discloses | aah 
only real accounts. No nominal account has yet been opened for the reason that 
up to January 7 we were dealing entirely with transactions that did not, affect 
Capital. The remainder of this text will be devoted to journalizing and posting 
a series of transactions that do affect capital and will necessitate the 
establishing of a number of nominal accounts. 


9. CASH FURCHASE OF MERCHANDISE 
Transaction No. 6 


On January 9 merchandise was eed from Leonard. Nelson and Company for 
$800 cash. 


January 9, 1944 (Journal - Page 2) 
Dr’ eg 


ti 
¥ 


4 { t | 
|; |  tpurchases | | 113 1800 00,; | Voc 
| : Cash hea Atal | i |l +800 Joo | 
Merchandise purchased from 1 ; | 1 ! 
| Leonard Nelson and Company Ae: ately i} | { | 
| tt invoice No. 673. i Wee Raat | | 

Comment eh aay hh us 

(a) Dr. INCREASE OF ASSETS °* 5. ee OF ASSETS 
Decrease of Liabilities Increase of Liabilities 
Decrease of Capital — Increase of Capital 
Expense | Income ! 
Deduction from Tne one om Other Income 


(bo) The asset merchandise has been acquired ; therefore an account entitled 
Purchases, or Merchandise Purchases, is established. Since, Dan Ross paid cash, 
this account is credited for the decrease in that asset. A question may arise 
as to why this transaction is classified as one that affects capital since i 
apparently it represents only an exchange of assets. Admitting that the Purchase 
account presents some difficulty of classification, it is believed advisable to — 
introduce it under the title "Purchases." The reason for this is that a nominal 
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element in Purchases is closely connected with the sales transactions, and 
therefore must be taken - ‘into consideration before the gross profit from 

@ sale of merchandise can be ‘determined. This account automatically becomes 
a mixed account as soon as a merchandise sale is made. Postings from the 
above entry will be found in Section 17 of this text. 


10, SALES OF MERCHANDISE 
Transaction No. 7 


On January 10 merchandise is sold to Simon Young for $500 cash. 


i (Journal - Page 2) 


-10- as lo. | i 
|} Cash , it ae 
Sales i ty | it 
. |; Sale of merchandise to Simon Young, | | | I 
per Sale Invoice ‘No. 1591. | aha } 
U 
Comment 
(a). Dr. ‘ INCREASE OF ASSETS - . Cr. DECREASE OF ASSETS . 
- Décrease of Liabilities Increase of Liabilities 
Decrease of Capital Increase of Capital - 
Expense / Income 
Deduction from Income | Other Ancome 


(bv) Cash is debited because that asset is increased. Dan Bower the 
proprietor, has increased his capital in the form of more net assets. 
Instead of crediting Capital directly we credit the nominal account Sales. 


Inasmuch as many concerns derive the greater part of their income from pro- 
fits on sales of merchandise, it is important that the accounting procedure 
relative to this type of transaction be carefully analyzed. The sale of 
merchandise results in an increase to the asset Cash and a credit to the 
account "Sales." This credit to Sales is justified because the selling price 
is treated for the time being as income: However, a sale differs from other 
income transactions in that it involves the surrender of ownership in the 
asset merchandise. This exchange of ownership may be considered an expense 
of making the sale which, under the usual method employed in accounting for) 
retail Sales, is not Por enand until the ‘end of the ac count {ne period, 


The true analysis of the sale transaction as to its effect on assets, 
liabilities, or capital undoubtedly is: an increase in assets (debit) off- 
set by a decrease in the asset merchandise and an increase of capital for 


Text No. 4 


the procs praeit is considered as income for the: 
" The ame oars, indicated by this mann ties 


mal: 


“Gelling Price) | ain 
Cr. Merctiendise purchases Ay Ve, (Coat of Goods). 


Cr. Income from Sales a Teele ae naa aE uNGrose Profit) 
Aa WOR si k 


method may be od when it is practicable to keep a Hoa toce of Boee the 
nd selling price of each article or each lot of goods. However, in ‘many. 
hal es this: is not a practical method, since information as to the aii 


5) 


ps te fe conni saves gueticient to record the coed earcine weeeey of 

; sold during a:period and, at the end of the period, to record the total 

t of the goods sold. The accounts are kept on the theory that the entry 
‘ding sales is an increase of assets offset by an increase in capital 

ome) in the amount of the selling price. The expense element, cost of 

old, will be recorded at the end of ae TE For example: 


re a 


APNE 2 Purchases Sales 
| j ‘$800 - A My SI Ns eek ie Cash A, 500 © 


| Thus Purchases becomes a mixed account containing the real element _ 

of goods on hand, or inventory, and the nominal element cost of goods 

Id. (In this. explanation the opening inventory of Dan Ross. ‘wil pe, ee Sa 
a a clarity.) rai : Chae das ¥ se 


) 
€ 


Neds . : Wwe Oe 
2 . y 4 


: Retreats the procedure followed at the close of the period, assume 

no other purchases and sales are made. A physical count shows that’ goods . hae 
n hand are worth $450 at cost. Therefore, the cost of goods sold must be By 
($800 - $450). In order to leave the Purchases account with a balance: uh 
presenting the nominal element cost of goods sold, an entry (B) is made eo a 
aneferring the value of: goods on hand to the Merchandise Inventory account — Poe 
Pa The nominal element is transferred (C) to Profit and Loss along with 

come Sian of ey (D), making the balance in Profit and Loss the 


Sales °° a 
50 P&L D): $500 A) $500 f 


Profit and Loss 
nooat of Sales Sales (D) $500 
(c) 350 


TYPES OF ACCOUNTS 
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i actual practice, numerous sales and purchases would have occured during 

‘a périod but the principle is the same.’ At the end.of the period the Sales 
account shows the total selling price of goods sold and the Purchases account 
shows the total cost of merchandise purchased and available for sale. After 

the real element of Merchandise Inventory is removed from the Purchase account, 
the nominal element of cost of goods sold is offset against Sales to determine, 
gross profit realized. At the time of sale, however, nothing need be done other 
than to record the selling price. 


Transaction No. 8 
On January 12 Dan Ross sells merchandise to Amos Jones for $500 on terms ort 


2/10-n/30, meaning 2% discount for cash within ten days or the billed eat 
net of any merchandise returns or sae hy due in thirty days. 


(Journal - Page 2) 


aoe Sales Invoice No, 1683. a 


3 H 
1 4 i 
a ig 
: i , A | i i 
$ : 
t ' 1 
; : i 3 
{ . : Be eh See my i | t | 
t : : 7 ‘ . ee i it ST 
; rays : , A 


Comment 


-15- a Dr. Cr. 

| Amos Jones | 1511 + 500; 00 
SALOB yi un, Vib | a aa 
| 1 go1a merchandise ‘on open ils | a " Ro 
t account, terms 2/10-n/30, il Ha ae | 


Amos ‘Jones is debited pecauee: his promise to pay fos the goods is regarded 
as an asset--an account receivable. Sales is credited for the income as in . 
Transaction es To 


“11; FREIGHT AND CARTAGE INWARD 
On January 14 Dan Ross received a Eiiment of merchandise from the Mercer : 


Supply Company billed at $350, terms CME n/30. ‘Freight paid on this shipment 
was a : 


(Journal - Page 2) 


| 
Freight on above shipment. | hs oh 


' | mie j . : Dr. { r 
| A Purchases 131: | 350.00 | | 
Vere | Mercer Supply Company + 16) | - | . ‘| | 350;00 | 
i | Invoice No. 703. i| | i 
stu Saaae haa | hele a 
y | - 14 - | ae : 
\| Freight and Cartage In i7i|. elon | . 
aa | 1 | le ‘ 
Cash | | 10,005 
i ji 
5 ae | 


oe 
ee 


BT ai 
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Poincs Dan Ross haa ene eae to the Mercer Supply Company, 
at payable must be opened with the creditor in order to record, this . 


a 
Mn ge 


| “express, RY drayage inward may ‘be included in one account. Note that 
t and Cartage In is debited above for the reason that there is,an increase 
ae (cost of merchandise purchased) . Cash is credited for the amount paid 


Raheny re a (yoiena1 - Pai re py 
‘ igor A ee Pie Re) i La EIR aie Re 3 
bates Returns and, Allowances - Tat DOs OO ie SEE ree 
Amos Jones Lea 50.4: 00) 
Credit for returned merchandise pan 
against Invoice No. 1673. 


lowance is made reducing the original selling price, an entry is made in the 
ee tks custome: Returns and Allowances for a deduction from income and 


While returns and allowances could be 
it is usually desirable to have the information in 


ec ll - 


reenieh as an entry has not yet been made for AA ae of 
facts may be ignored. When physical inventory is taken, all goc 8 ¢ 
‘be counted, including those peserond, and cost of Sei sold correr 


13. PURCHASES RETURNS AND ALLOWANCES se Na " 
Transaction Woe We): 


On January Ly, Dan Ross received an allowance of $50 for defective goods 
ae the, “tte received January 14 from the Mercer Supply Cone i 


(Journal ~ Page 2)... 


LT, j 
|Mercer. Supply Company ; 116 
‘Purchases Returns & Allowances {13 
Altowance for defective goods so 
under Purchase Invoice No. 703 


Comment 


liabilities and the Purchases Returns and Alisveneas account credited. 
are returned, the asset merchandise is decreased. Here an allowance was” 
' reducing the ‘cost- of merchandise purchased. This brought about a decreas 
asset values. Further comment would be similar to that given for Sales Re 
and Allowances. | he mt 


14, SALES DISCOUNTS | 


Transaction No. 12 


On January 20 Amos Jones paid $441 in full settlement of this baa: “takin 
a $9.00 discount, (in, accordance with. the terms of sale. 


4 i 
i CNR 
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(Journal - Page 2) _ 


Hinde mee OQ top h 2 TS ea 
Bee Os ae, 
|| Discounts on Sales: |. 18 hy 
- Amos Jones pease vi OS 
Account in full less 
discount allowed. 


comets t 
7 


a nr 


_ .(a) - The ‘seller frequently offers the purchaser a.discount for cash pay- — 
within a limited time from the date of invoice in order to induce the — 
naser to settle promptly. According to one theory, discounts on collec- 
for sales are regarded as an expense of the period when allowed. We 
herefore established the nominal account “"Discounts on Sales" to record: -- 

ense. °°: ee . eerie 


(vb) This. is a compound transaction: First, assets are decreased due to 
istomer's open account being closed; second, assets are increased because 
, incoming cash; third, there is a decrease in capital for the discount 
‘tecause the decrease in asset accounts receivable is greater than the 


sase in the asset Cash. 


15. PURCHASE DISCOUNTS paste: | cos 


1 
r 


tion No. 13. y eae 


om 


On Ja ary 23 Dan Ross sends the Mercer Supply.Company. a check for $294 in eu Ne om 


se ‘lement of their invoice of January 13, taking a 2% discount as agreed. As, 
a nes. A 
(Journal - Page 2) i 
| s 1 : BOOM ie ee ek ie “B 
Enea 2 ae ne had 23 oe : Five 
Mercer Supply Company Ae eG 300 | 00 

A Feo Ge ted gee ease es ce age PO Gs ondor Waghe. [00% 4 “ 
>t Discount on Purchases 19 AES 6. | 00.5, 88 ae 
Account balance in full less Oh | Pals Beal. 

| | 

eran | E 
-+13 - 


' discounts taken are considered income. Notice that the decrease of 


: Comment 


A account on payment for purchases may. be constaneees mene conve 
sales discount as explained in the’ preceding transaction. © Under th: 


is greater than the decrease in, the asset Cash; aeettes yeapital is in 
by the amount of the discount. 


16. OPERATING EXPENSES 
Transaction No. 14 


On January 25 Ross paid $120 for insurance for the year, the policy hays 
been effective as of January pos 1944, . 


January 25. 19h 


Insurance 7 | oe BO 


Cash aia dt 
Premium on policy | 200 ae the year 


194, 


Tee 


only for the insurance protection already received and an asset value 
the form of unexpired insurance. Had payment been made at January 1, the — 
debit would be entirely for an increase in assets. “Cash is credited for 
disbursement reducing assets. EE een 


Transaction No. 15 eNSales to Customers oe Maa Pe 
On January e merchandise was sold to customers for $750. 00 cash, 


“(Journal - Page 38 
Dr. 


- 26 - 
Cash atk * ate Ae ela 
Sales eles WE 
Sales of merchandise for cash 
per daily sales record. 


Comment 

See prior transaction regarding the sale of merchandise, 
Transaction No. 16 

On January 28 Ross paid the Daily News $60 for advertising Prine in th 


local newspaper. 


ies 
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(Journal - Page 3 
a) Pe 24 ‘ i Pee sy 8; ne : F | Dr ° Cr 2 
Bavertising ik RS | aie ae 21 |---16@ 100 | Pei: 

Cash aa Ce bana (OO, 4 OCU 
Advertisements in Daily News, Week bib a Malev pine 
of January 20, 1944. ae pe ie . i 


' 3 é Cote I PS pee ee * Oi PAG 
* ey y hie ‘ Dari 


% ’ 


‘from advertising is of an intangible nature rather. than any form of SHS 
_ Hence the decrease in asset cash. results in a decrease in net worth : 
assified as an expense. The account "Advertising" is debited to show 
- incurred, and cash is credited for the payment. While the ldability.. i 
or 1 he gdvertistne existed prior to this date, if an expense bill is to — . 
wi ‘hin the, ae czeeured, no Cat ordinarily is. nue’ until the date of 


> 
Fam 


f mo 


30 fs received a bill for ators. Parte: purchased during. ‘the month es ue 
peltes Company. This will not be Sie immediately. ~" 


- (Journal - Page-3)/-. 
‘Le Se ae - 30 - Mkt Rs ee | Dr. ee rer | 
Store Supplies — eu rere) "125 loo a 
_ City Supplies Company Sebi ae Ses ee a oi 
Supplies purchased on open account 
per Invoices Nos. 1492 and 1493. | | 


: 


lies’ ‘are primarily, at “expense item over a period of time,” we may ‘analyze 
r as an increase. in Liabilities that reduce capital for the éxpengé oe 
_if any store supplies, are. en hand at the end of the accounting! ‘period, 

nS entry will be made. removing the asset value from this expense account. ine 


ce 8 


‘ was = 3 
hos es 


ee eM 
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| Text No. 4 
i ae en i (Journal - Page 3) i 
iF me 31 pay ‘i aa iy : ‘ 
Rafts Salaries eS s en CGO 
EAGAN Cash . Peseta RW: Dani 100: 00 
ae Clerk's Sey for the month . | 
4 - 31- By tee CR 
1 General Expenses Qh | 22:00 | ! 
dae t Cash Sakae ah 2:00 
/ i Jenuary, 1944,: Telephone, $12. 00," , aN 
, i Light Bill, $10. 00, paid. Pe ean 
3) AER gana i i 
Comment i 


These transactions represent a decrease in the asset’ Cash for'-expenses ‘paid, 
therefore a decrease in capital for services received. 


The General Expense account should be used only for miscellaneous expenses. 
Whenever a particular \eepanee item occurs frequently, a aoa account 
should be opened. 

17. POSTINGS TO LEDGER ACCOUNTS 


After posting all pean eect lone: the ledger of the Dan Ross will appear as 
follows at the close of business January 31, 1944. 


Cash 


194k ee | | ahh, | | | 
i Investment § ‘Jl 1/000/00,, Jan. 2) Fixtures ' J1i 100100 
|} Brown on Ace't] « 1400100; vo “he Burns*on Ace't | Jd4 250rue 
a Sales  4500100;, - + i Merchandise — ; J2{' 800100 
l20/| Jones on Acc't' | jhhiloo'. . j1hil Freight In - | 2, 10/00 
26]; Sales =| 750/001 |23 Mercer Co.” | Je! 29k 100 
a Pp oP | de 2 (ast tasurance | J3# 120100 
| Road A a | 28; Advertising J3|; 60/00 
pee Bat $1 335) 1 ire hs bana ,31: Clerk's salary | J3l 1001/00 
Cua, + 1314 Gen'l expense | 33! 22100 


2 a) 4 7k Plea 
y uy) ue ih Wa cA af 
Beatbee ity) ie 
pee fhe iy : ee y u 
9; AC Seen & 
2 a ae 


Page 


gemT < Lo ht = 3 eae Fay i 
‘Balance: | eae ee pit Poole \7 \Cash & note 


J1 
A 


| 
mabe 00} 
ay { 


Notee Receivable 


Brown 30 days! J1 ne 


1 


Inventor 
4 
ean ! ae AD ht Ny 
Investment ee a0 "7 | 2 
a 3 ; med , “ pty é os 
Pur ure oe Fixtures Page j 
al i eae | Pale 
Soe dei e- 5001 6b Bes eae 7 ee chal Wie ue fs 
Tl jj 200 | oo! oat a baa % 
Builéing Page’ 6 
| | rf | | 
5} 000} 00. | Lom io 
Land Page 
Poel cl ie: 
Investment lo Jl {| 1{000 ; 00}! i oa | 
-Lot-Parehased | JL i j500. 001) | oH ee oe alt 
. Victor Leads 
ie een 
JL } 1250 le ba 
tan) it f2|{ Lend [dL Iz 500 $00! 
bo sede, B50, TOG. Ee eee Bore, ee F872 100) 
Cait Supplies Compan . 
| | YpRoe | | al l | 
| |'Jan. | 30) ‘Store supplies JZ 3| 25 on 
t ERM? f ‘ 
me: _Sam Burns Page @) 
rs et te 
1 1250 109| hobs 1 Balance Jl} |] {230° 00 
H i coeemenemnemened | 1 . 
“17 - | 


_Morte age Payable _ 


a | | | 4 | | |1944 | 3 

a . F i | | | | Jan. ae sO REG. 
aE ____Den Rose, Capital 
re eas 

a 7 | | ¥ | ie la | rrvoetnent 
Be RY ON te 


— 


ize 


ae 
BY 
ear ae 


t 5 ‘ 
\Cash Purchase 
Mercer Company 


| | | (Far 
| lias 


Mercer Coe 


ESS 
— 6 ee 


| 


——» 
= 


Cash Sale 
12 A, Jones 
26 !\Cash Sale 


pile re Sales Returns and Allowances 


i 

| {t 
sg 2s 
i 
V4 
He 


a ne 


aT eS eae 
ee eee 


eS 


a A, Jones ‘ke | 


1 
$ 
on ict 


50. is oh 


~ Amos d ones _ 


ROWE iyi, ce wa ona oe Lob, a eis 
3 eee ne I" Mase .2/1.0-n/30 ai 500: 0O ji Jan. : Return 


F ql - NoeeiO 20 Hace". in full 


- 18 - 


__Mercer Supply Compan 


| ae sam aga HABE ERTS pee 
17 {{|Allowatice | J2}i ©} 50400 [ten 1411Mdse oe J2 


ies Ace 't gn ea) Je |} 1300 00 | 


Freight and Cartage In” 


| 


Cash || 10}00 | aa 
ee real 


Discounts on Sales 


A. Jones 9 100 


ie for year 


.|28|\cash Dasiy | v3 ie 00 
News } 
Store Supplies 


130 |iCity Supplies | J3 |] 25100 
fa | | 


' 


Salaries 


LEE CSUR | 


— 


431 ||Clerk for J3 |100 00 
month 


amr 


General Expenses 


raore the ‘ gundenntal: SoAoit eee Benetton appears ree ‘have und rg a 
change. Expressing the present condition of the ledger we en 


(Debits) Assets Erpanes = Liabilities a Capital ? Income (Cre 
The change : however, is only apparent. Teenage ioe the items: we 


: Assets = Liabilities . Capital including (Income minus Expenses) 


* 


Income mines Expense | is an increase or decrease of Capital; therefore 
the accounting equation of Assets = Liabilities / Capital still holds 
true. 


18 TRIAL BALANCE 


i | 7 | “Dan Ross 
| . Trial Balance eee 31, 1944 


ae ea 
Cash is (Real) $ 1, 335 
John Doe q 500 

| Notes Receivable 600 

ae Inventory (Mixed) 2,500 

Ne Furniture and Fixtures a 600 
Building / asd Oi ‘ 5,000 
Land Cnet tet Real) L500 

Ree, City Supplies era HERS Ct : 

- ; Notes Payable Nhe ee tsa Me” : 

F Mortgage Payable — ir > “3 ' 
Den Ross, Capital ers ae Pee 
Purchases : . (Mixed) Aa ye 

i Purchases Returns end Allowances (Nominal) 

YS Sales - ‘ * 

: Sales Returns and Rin owaness pe es an 

Freight and Cartage In (Mixed) We hEOd 

ie Discounts on Sales (Nominal) 9 

4 Discounts on Purchases , (Nominal) vies 

‘ Insurance (Mixed) \le0me 

“ Advertising (Nominal) 60 - 

i‘ Store Supplies (Mixed) 25, 

x Salaries (Nominal) 100 

, General Expenses (Nominal) 22 


the right-hand column eteaats ye 


prs te 


This eebros that for every debit. ‘pos 
the general ledger there has been a corresponding credit--the double e 


On the other hand, if this debit were posted to the credit side 
f ae account the ledger would be out of balance by twice the amount, 
and the error would indicate that fact. Errors may be made without 
sturbing the equality of the two sides provided these errors were in 
_ like amounts and affect both debits and credits. When two such errors 
occur, they are commonly referred to as "compensating errors." If there 


en equality of debit and credit totals, one may reasonably assume 
at Euore ae yO. Crror : 


ae account balance fee been classified as real, nominal, or mixed. 
Building and Furniture and Fixtures, primarily real accounts, are re- 
garded here as mixed accounts because they contain the nominal element of 
epreciation--the decrease in value attending use of property. Purchases, 
‘reight and Cartage In, and Inventory are classified as mixed accounts be- 
cause they contain the nominal element cost of goods sold and the real 
Beet cost of goods on hand. While Insurance and Store Supplies may be 
primarily nominal accounts, both are mixed in this case because they con- 
ain real elements--Unexpired Insurance and Supplies Inventory. In Text 5 
we shall consider the adjustment of mixed accounts and the summarization 
of’nominal elements into the net increase or decrease of ca apital from 
usiness overations. 


2 Tities 


nate, a 


